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Federal Acquisition Regulation 15.903

for the contents of a structured ap-
proach); and

(d) Specifies (1) situations requiring
contracting officers to analyze profit
and (2) considerations for that analy-
sis.

15.901 General.

(a) Profit or fee prenegotiation objec-
tives do not necessarily represent net
income to contractors. Rather, they
represent that element of the potential
total remuneration that contractors
may receive for contract performance
over and above allowable costs. This
potential remuneration element and
the Government’s estimate of allow-
able costs to be incurred in contract
performance together equal the Gov-
ernment’s total prenegotiation objec-
tive. Just as actual costs may vary
from estimated costs, the contractor’s
actual realized profit or fee may vary
from negotiated profit or fee, because
of such factors as efficiency of perform-
ance, incurrence of costs the Govern-
ment does not recognize as allowable,
and contract type.

(b) It is in the Government’s interest
to offer contractors opportunities for
financial rewards sufficient to (1) stim-
ulate efficient contract performance,
(2) attract the best capabilities of
qualified large and small business con-
cerns to Government contracts, and (3)
maintain a viable industrial base.

(c) Both the Government and con-
tractors should be concerned with prof-
it as a motivator of efficient and effec-
tive contract performance. Negotia-
tions aimed merely at reducing prices
by reducing profit, without proper rec-
ognition of the function of profit, are
not in the Government’s interest. Ne-
gotiation of extremely low profits, use
of historical averages, or automatic ap-
plication of predetermined percentages
to total estimated costs do not provide
proper motivation for optimum con-
tract performance. With the exception
of statutory ceilings in 15.903(d) on
profit and fee, agencies shall not (1) es-
tablish administrative ceilings or (2)
create administrative procedures that
could be represented to contractors as
de facto ceilings.

15.902 Policy.

(a) Structured approaches (see 15.905)
for determining profit or fee
prenegotiation objectives provide a dis-
cipline for ensuring that all relevant
factors are considered. Subject to the
authorities in 1.301(c), agencies making
noncompetitive contract awards over
$100,000 totaling $50 million or more a
year—

(1) Shall use a structured approach
for determining the profit or fee objec-
tive in those acquisitions that require
cost analysis; and

(2) May prescribe specific exemptions
for situations in which mandatory use
of a structured approach would be
clearly inappropriate.

(b) Agencies may use another agen-
cy’s structured approach.

15.903 Contracting officer responsibil-
ities.

(a) When the price negotiation is not
based on cost analysis, contracting of-
ficers are not required to analyze prof-
it.

(b) When the price negotiation is
based on cost analysis, contracting of-
ficers in agencies that have a struc-
tured approach shall use it to analyze
profit. When not using a structured ap-
proach, contracting officers shall com-
ply with 15.905–1 in developing profit or
fee prenegotiation objectives.

(c) Contracting officers shall use the
Government prenegotiation cost objec-
tive amounts as the basis for calculat-
ing the profit or fee prenegotiation ob-
jective. Before the allowability of fa-
cilities capital cost of money, this cost
was included in profits or fees. There-
fore, before applying profit or fee fac-
tors, the contracting officer shall ex-
clude any facilities capital cost of
money included in the cost objective
amounts. If the prospective contractor
fails to identify or propose facilities
capital cost of money in a proposal for
a contract that will be subject to the
cost principles for contracts with com-
mercial organizations (see subpart
31.2), facilities capital cost of money
will not be an allowable cost in any re-
sulting contract (see 15.904).
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